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The  amount  of  the  Resen'e  lield  by  the  Bank  of  England 
is  always  earefully  noted  by  business  men.  Conjectures  are 
frequently  made  as  to  the  extent  of  the  balances  kejit  by  the 
London  Bankers  with  the  Bank  of  England ; but  the  amounts 
of  these  balances  are  not  given  in  the  Aveekly  statements. 
The  returns  recently  published  by  order  of  the  House  of 
Commons  contain  this  information,  and  also  some  other 

A 

particulars  of  the  transactions  of  the  Bank.  I have  thought 
that  an  analysis  of  these  accounts  might  be  of  service  in 
enabling  the  public  to  trace  some  of  the  inlluences  which 
have  been  at  work  since  the  passing  of  the  Bank  Act  of  1844. 

During  this  period  the  amounts  of  the  balances  of  the 
London  Bankers  have  largely  and  progressively  increased. 
They  have,  for  many  years  past,  averaged  at  least  the  half, 
recently  very  considerably  more  tliaii  the  half,  of  the  Bank 
of  England  Reseiwe. 

^ Tlie  protection  of  the  Bank  of  England  notes  rather  than 

of  the  deposits,  was  the  object  of  the  Bank  Act.  I have 
no  intention  in  this  place  to  inquire  into  the  policy  on  which 
that  Act  was  founded,  but  merely  to  investigate  some  of  the 
events  Avhich  have  occuiTed  since  it  Avas  passed.  Of  late 
years  the  amount  of  the  Reserve  of  the  Bank  of  England  has 

t/ 

* on  an  average  increased ; but  the  proportion  borne  by  that 

Reserve  to  the  total  liabilities  has,  on  the  Avhole,  diminished. 

t 

^ The  average  proportion  of  reserve  to  total  liabilities  was 
^ 51  per  cent,  for  the  years  1846-54;  while  for  the  years 

1864-72,  it  was  42  per  cent.  The  average  rate  of  discount, 
I which  was  SI.  8s.  lid.  for  the  earlier,  was  4/.  os.  4d.  for  the 
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la  ter  period.  Of  recent  years  a gi-eater  number  of  fluctuations 
ir  the  rate  of  discount,  and,  on  the  Avhole,  a higher  rate,  has 
p -evailed.  Meanwhile  a vast  increase  in  the  amount  of 
n oney  held  by  Bankers  on  deposit  has  taken  place.  Thus 
V hile  the  available  supply  of  money  has  increased,  there  has 

likewise  been  an  increase  in  its  price. 

A high  rate  of  banking  interest  is  not,  necessarily,  accom- 
j anied  by  a high  scale  of  profits ; but  there  is  no  doubt  that 
a permanently  high  rate  of  banking  interest  influences  the 
cost  of  production  of  commodities,  and  thus  tends  to  cause 
1 igher  prices.  It  is  well  known  that  there  has  been  a great 
lise  in  the  prices  of  many  articles  during  the  last  few  years. 
] have  not  carried  the  investigation  further  as  to  the  degrees 
in  which  the  prices  of  commodities  have  been  affected  by  the 
lates  of  discount;  but  I refer  to  them  here  as  certain 
influences,  the  working  of  which  I have  endeavoured,  briefly 
but  faithfully,  to  trace  in  the  following  pages. 

R.  H.  Inglis  Palgrave. 
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I. — Introdudion, 

The  weekly  return  of  the  Bank  of  England  is  always  carefully 
studied,  as  supplying  much  and  useful  information  on  the  position 
of  the  money  market.  The  demands  likely  to  be  made  on  the 
‘‘Reserve,”  and  the  proportion  held  by  it  to  the  “Liabilities,”  form 
the  )asis  of  most  of  the  calculations  on  the  probability  of  a rise  or 
fall  in  the  bank  rate  of  discount.  The  form  in  which  the  usual 
stat*  ment  is  made  out  affords  a great  deal  of  information,  but  it 
leav3S  one  or  two  very  important  points  unnoticed.  To  supply  this 
detif  ioncy,  Mr.  J.  B.  Smith,  M.P.  for  Stockport,  recently  moved  for 


of  Encjland  and  the  Bate  of  Interest.  7 

a return,  which  has  been  published  by  order  of  the  House  of  Com- 
mons. This  return  extends  over  tlie  period  from  the  commence- 
ment of  1857  to  the  end  of  1872,  and  is  similar  in  form  to  the 
Return  in  the  Appendix  to  the  Report  from  the  Select  Committee 
on  Bank  Acts,  1857.  Taking  these  two  returns  together,  we  now 
possess  a consecutive  statement,  on  a nniforni  plan,  from  the  date  of 
the  division  of  the  two  departments  of  the  Bank  of  England,  in 
1844,  to  the  close  of  1872,  containing  particulars,  which  are  not 
included  in  the  ordinary  returns,  of  the  total  amount  of  bills  dis- 
counted, and  total  amount  of  temporary  advances  made  by  the 
Bank,  and  the  balances  of  the  London  hankers. 

The  information  thus  obtained  on  the  history  of  the  working  of 
the  money  market,  during  the  last  twenty-eight  years,  may  be  very 
useful  to  all  who  arc  engaged  in  commercial  pursuits.  These 
twenty-eight  years  have  witnessed  a very  marvellous  extension  of 
the  commerce  of  the  country  in  general ; and  the  extension  of  hank- 
ing business  has  fully  kept  pace  with  the  increase  in  other  directions. 

These  returns,  carried  on  week  by  week,  contain  the  record  of  many 
important  events,  but  the  very  length  of  the  returns  is  a bar  to 
facility  in  consulting  them,  or  in  understanding  the  many  important 
lessons  which  may  he  learned  from  their  pages.  It  is  often  a difficult 
matter,  in  subjects  of  this  nature,  which  depend  on  a vast  multitude  ^ 

of  details,  to  arrive  at  a just  appreciation  of  the  exact  bearing  which 
these  details  have  on  the  questions  at  issue.  The  amount  of  detail, 
through  its  very  quantity,  has  a tendency  to  obscure  a distinct  view 
of  the  case.  I shall  hope,  therefore,  that  the  analysis  which  I have 
prepared  may  be  of  service  towards  giving  a history  of  the  main 
alterations  which  have  occurred  in  the  position  of  the  Bank  of 
England  during  the  time  over  which  these  returns  extend,  and  may 
enable  ns  to  trace  out  some  of  the  causes  which  have  led  to  the 
greatly  increased  fluctuations  and  the  higher  rates  wMcli  have  pre- 
vailed in  the  money  market  during  the  last  few  years.  I hope  it 
will  be  clearly  understood  at  the  outset,  that  this  statement  is  not 
intended  either  as  a controversial  investigation  into  the  woiking:  of 

c o 

the  Act  of  1844,  or  as  a critical  inquiry  into  the  conduct  of  the 
Bank  of  England.  That  great  institution  is,  from  its  position,  the 
acknowledged  centre  of  our  banking  system ; and  an  analysis  of  its 
transactions  may  enable  us  to  see  more  clearly  the  progress  of  recent 
events  in  the  financial  world.  I have  drawn  up,  in  order  to  render 
this  analysis  clear  and  readily  intelligible,  a series  of  tables.  Into 
these  I have  endeavoured  to  condense  the  main  points  of  the  work 
of  the  Bank  of  England  for  the  years  from  1844  to  1872.  The 
returns  on  which  this  analysis  is  based  are,  as  I have  mentioned, 
those  ie  the  Appendix  to  the  Report  from  the  Select  Committee  of 
the  House  of  Commons  on  Bank  Acts,  1857,  and  Returns  of  “ the 
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The  Banking  Reserve  of  the  Bank 

“ Bank  of  England  ” (in  continuation  of  Appendix  to  the  Reports 
from  the  Select  Committee  on  Bank  Acts,  1857),  ordered  by  the 
Hdusc  of  Commons  to  bo  printed,  2Gth  May,  1373.  These  returns 
ai  e made  up  to  the  Saturday  in  each  week  from  31st  August,  1844, 
tc  31st  October,  1857.  The  first  return  on  the  Wednesday  is  dated 
4ih  November,  1857,  and  the  returns  from  tliat  date  are  on  the 
Y "ednesday  in  each  week.  1 have  condensed  these  weekly  state- 
rr  ents  into  a series  of  yearly  averages.  I have  done  this  with  the 
u anost  care,  and  1 trust  to  have  avoided  any  error  of  importance. 
But  I am  well  aware  how  difficult  a thing  it  is  to  secure  strict 
a(  curacy  in  statements  of  this  description. 

II. — Description  of  the  Tables  Constructed  for  the  'purpose  of  this 

Analysis. 

Table  I contains : — The  yearly  average  of  the  deposits  of  the 
Bank  of  England. 

The  yearly  average  of  the  total  liabilities,  including  seven- 
day  and  other  bills. 

The  yearly  average  of  the  banking  reserve. 

The  average  proportion  which  the  reserve  bears  to  the 
liabilities. 

The  yearly  average  of  the  balances  of  the  London  bankers 
with  the  Bank  of  England. 

The  proportion  the  average  yearly  balances  of  the  London 
bankers  have  borne  to  the  banking  reserve  of  the  Bank  of 
England. 

The  proportion  which  the  reserve  would  bear  to  the  liabili- 
ties, after  deducting  the  London  baakers’  balances  both 
from  the  reserve  and  the  liabilities. 

The  average  of  “other”  securities  held  by  the  Bank  of 
England,  after  deducting  the  bills  discounted  and  tem- 
porary advances. 

The  yearly  average  of  bills  discounted  by  the  Bank  of 
England. 

The  proportion  of  bills  discounted  to  “other”  securities. 

The  yearly  average  of  the  temporary  advances. 

The  yearly  average  of  the  Bank  of  England  circulation, 
divided  between  the  country  circulation  of  Bank  of  Eng- 


of  Bnyland  and  the  Rate  of  lutcresf. 


0 


i 


i 


> A 


1 


'T 


land  notes  ; and  the  London  circulation  of  Bank  of 
England  notes.  Also,  the  total  circulation  of  Bajik  of 
England  notes. 

The  yearly  average  of  the  bullion  held. 

The  average  minimum  rate  of  discount  charged  by  the  Bank 
of  England. 

Table  II  contains  the  average,  month  by  month,  of  the  rate  of 
interest  charged  by  the  Bank  of  England  for  the  years 
1844-56,  1857-72. 

Table  III  contains  the  yearly  average  of  the  total  of  other 
securities  of  the  Bank  of  England,  years  1844-72. 

Table  IV  contains  the  yearly  average  of  bullion  held  by  the 
Bank  of  England,  years  1844-72. 

Table  V contains  the  proportion  of  the  banking  reserve  of  the 
Bank  of  England  to  the  liabilities,  on  the  nearest  date  given 
to  each  change  in  the  rate  of  interest ; and  also  of  the  pro- 
portion wdiich  the  balances  of  the  London  bankers  kept  with 

the  Bank  of  England  bore  to  the  reserve  of  the  Bank  itself 
on  those  dates. 

On  some  occasions  the  total  reserve  of  the  Bank  of  England  has 
not  ef|ualled  the  balances  of  the  London  bankers  deposited 
with  it.  The  proportion  of  the  reserve  to  these  balances  is 
given  on  the  occasions  when  this  was  the  case. 
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Dale 

Annual  Average 
of 

Total  I)ei)Osits. 

Annual  Average 
of 

Total  Liabilities. 

Proportion 
of  Liabilities  to 
1844. 

1844=100. 

Average  Banking 
Reserve  of  | 

Bank  of  England. 

Proportion  of 
Banking  Reserve 
to  1844. 
1814  = 100. 

1841-  . 13,300,000 

’45  15,300,000 

1846  19,200,000 

*47  15,000,000 

’48  15,000,000 

’49  16,200,000 

’50  17,600,000 

1851  16  400,000 

’52  18,800,000 

’53  18,000,000 

’54  14,700,000 

’55  16,800,000 

1856  16,000,000 

’57  17,100,000 

’58  20,000,000 

’59  21,700,000 

’60  20,100,000 

1861  17,800,000 

’62  21,100,000 

’63  20,100,000 

’64  20,100,000 

’65  20,700,000 

1866  21,600,000 

’67  25,600,000 

’68  25,100,000 

’69  23,300,000 

’70  24,800,000 


1871 

’72 


28,400,000 

28,S(n»,(«K» 


£ 

14.500.000 

16.400.000 

20.100.000 

15.900.000 
16,000,000 

17.300.000 

18.800.000 

17.500.000 

20,100  000 

19.400.000 

15.800.000 

17.800.000 

16,800,000 

17,800,000 

20,800,000 

22.500.000 

20.900.000 

18.400.000 

21.700.000 
20,800,000 
20,600,000 
21,200,000 

22,200,000 

26,100,000 

25.600.000 

23.700.000 

25.400.000 

29,000,000 

29.300.000 


£ 

8.500.000 

8.600.000 

8.500.000 

5.300.000 

9.700.000 

10.700.000 

11.200.000 

9.000. 000 
12,700,000 

8.800.000 

7,200,000 

8.300.000 

5.700.000 

5.300.000 

12.000. 000 
11,000,000 

8.400.000 

7.500.000 

10,100,000 

8.500.000 

7.500.000 

8,000,000 

6.600.000 
12,800,000 
11,800,000 

10.300.000 

12.400.000 

14.200.000 

12.200.000 
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Proportion  per 
Cent,  of 

Banking  Reserve 
to 

Total  Liabilities. 


Per  cnt. 


Proportion  per  Cent, 
which  the 

Average  Reser\  c would 
hear  to  Liabilities 
after  Deducting  London 
Bankers’  Balances 
from  both  Reserve  and 
Liabilities. 


Per  cnt. 


Annual  Average 
of 

London  Bankers’ 
Balances. 


£ 

900,000 

1,200,000 

1.500.000 

1.400.000 

2.300.000 

2.100.000 

1,800,000 

1.400.000 

3.100.000 

2.200.000 
2,600,000 
3,000,000 

3.000. 000 

3.300.000 

4.600.000 

4.200.000 
4,30  \000 

4.200.000 

5.100.000 

4.700.000 

4.900.000 

5.000. 000 

6.200.000 

6.700.000 

6.800.000 
6,5(X),000 
6,600,000 

8.400.000 

7.600.000 


Proportion  of 
London  Bankers’ 
Balances  to 
ISU, 
18L4=100 


Proportion  per 
Cent,  of 

London  Bankers’  Dale 
Balances 
to  Reserve  of 
Bank  of  England. 


Per  cnt. 


1844 


1846 

’47 

’48 


1851 


1856 


1861 


1866 


1871 
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Table  l.—Bank  of  Emjland.  Annual  Averages  of  Transactions 


! 


II 


1 

13 

13 

14 

15 

16 

17 

18 

Date. 

aimial  Average 
of  “ Other” 
securities  after 
Deducting 
Jills  Discounted 
.iiul  Temporary 
Advances. 

Proportion 

of 

“Other” 
Securities 
(Col.  12) 
to 

1844. 

1844=100 

\unual  Average 
of  Bills 
Discounted. 

Proportion 
of  Bills 
Discounted 
to  1844. 
1844=100 

Proportion 
per  Cent, 
of  Bills  Dis- 
counted 
to  Total  of 
“Other” 
Securitio. 

Annual  Average 
of 

Temporary 

Advances. 

Proportion 

of 

Temporary 

Advances 

to 

1844. 

1844=100 

j 

1814.... 

£ 

5,100,000 

TOO 

£ 

2,700,000 

TOO 

Per  cnt.. 
28 

£ 

1,300,000 

100 

’45.... 

5,900,000 

109 

4,600,000 

170 

38 

1,700,000 

130 

1846.... 

5,900,000 

109 

8,900,000 

330 

54 

1,800,000 

138 

’47.... 

7,600,000 

141 

7,800,000 

289 

45 

1,800,000 

138 

6,300,000 

II7 

4,200,000 

155 

35 

1,400,000 

107 

’49.... 

6,700,000 

124 

2,500,000 

92 

24 

1,000,000 

77 

’50.... 

7,200,000 

133 

2,600,000 

96 

23 

1,300,000 

100 

1851.... 

7,000,000 

130 

4,500,000 

166 

36 

1,100,000 

84 

’52.... 

7,800,000 

144 

3,000,000 

II  I 

26 

600,000 

46 

’53.... 

8,900,000 

165 

5,200,000 

192 

34 

900,000 

69 

’54.... 

8,100,000 

150 

6,000,000 

222 

41 

600,000 

46 

’55... 

8,700,000 

161 

6,000,000 

222 

39 

600,000 

46 

1856.... 

8,500,000 

157 

6,700,000 

248 

39 

1,800,000 

138 

’57.... 

9,100,000 

168 

9,500,000 

352 

47 

1,800,000 

138 

’68.... 

11,100,000 

205 

4,600,000 

170 

28 

600,000 

46 

’59... 

11,700,000 

216 

5,600,000 

207 

31 

900,000 

69 

’60... 

11,100,000 

205 

8,100,000 

300 

39 

1,300,000 

ICO 

1861... 

11,100,000 

205 

6,600,000 

244 

35 

1,000,000 

77 

♦ 

’62... 

10,900,000 

202 

6,200,000 

230 

33 

1,500,000 

115 

’63... 

10,600,000 

1 96 

7,400,000 

274 

37 

2,200,000 

169 

’64... 

9,800,000 

181 

8,600,000 

318 

42 

1,900,000 

146 

’65... 

9,500,000 

176 

8,600,000 

318 

42 

2,400,000 

184 

1866... 

8,300,000 

154 

9,600,000 

355 

45 

3,600,000 

277 

’67... 

10,400,000 

192 

5,800,000 

215 

32 

1,800,000 

138 

’68... 

10,600,000 

196 

5,000,000 

185 

29 

1,800,000 

138 

’69... 

9,100,000 

168 

5,800,000 

215 

34 

1,800,000 

138 

’70... 

8,500,000 

^57 

6,-400,000 

237 

34 

3,700,000 

284 

♦ 

1871... 

9,400,000 

174 

6,100,000 

237 

34 

2,900,000 

223 

/ M... 

10,600,000 

196 

6,900,000 

255 

32 

3,900,000 

300 

aiiiiiiiil  averaw  of  llie  total  of  “oIIut”  secm-ities  held  hv  the  Hank  will  he 
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ir. — The  Deposits  Hell  hg  the  Bank  of  England,  the  Banking 

Reserve  of  the  Bank  of  England,  and  the  Balances  of  London 

Bankers  icith  the  Bank  of  England. 

I now  proceed  to  the  examination  of  these  tables,  which,  as 
I : nentioned,  are  drawn  up  for  the  purpose  of  assisting  us  to  form  a 
co  nplete  analysis  of  the  subject  before  us.  The  capital  of  the  Bank 
of  England  is  the  largest  of  any  knowm  bank  in  the  world,  and 
amounts  to  14,553,000/.;  the  rest,  or  accumulated  and  undivided 
piefits,  averages  about  3 millions  more.  The  tolal  capital  available, 
w thout  taking  the  note  issue  into  consideration,  is  therefore  abcmt 
1 7 \ millions.  Col.  2 of  Table  I contains  the  yciarly  average  of  the 
to  al  deposits  of  the  Bank  of  England.  Col.  3 contains  the  yearly 
eracje  of  the  total  liabilities  of  the  Bank  of  England.  As  from 
til  3 ordinary  point  of  \dew  we  need  not  take  the  bank  note  circula- 
ti(  'n  into  account,  as  that  concerns  the  issue  department  and  not  the 
bf  nking  department  of  the  Bank  of  England,  the  only  other  lia- 
bi  ities  to  be  taken  into  consideration  are  the  seven-day  and  other 
hi  Is.  These  have  declined  of  late  years.  From  averaging  more 
tl  an  a million  in  1844,  they  have  declined  to  less  than  half  that 
SI  m in  recent  years.  In  consequence,  it  will  be  observed  that  the 
amounts  in  col.  3 do  not  very  greatly  differ  from  those  in  col.  2,  for 
tl  e last  ten  or  twelve  years.  To  render  the  statement  more  clear, 
I have  added  a column  marked  4,  in  which  the  proportion  is  given 
w lich  the  amounts  of  the  total  liabilities  bore  to  that  in  1844. 
B y looking  down  these  columns  wm  shall  see  that  it  has  not  been 
ti  1 within  the  last  eighteen  or  twenty  years  that  the  average 
d ‘posits  of  the  Bank  have  exceeded,  or  much  exceeded,  its  capital ; 
e’'  en  at  the  present  date  the  deposits  are  only  about  equal  to  the 
Cf  pital  and  half  as  much  again.  This  is  a very  unusually  strong 
p )sition  for  any  bank  to  occupy.  The  capital  of  most  banks  bears 
g merally  but  a comparatively  small  proportion  to  the  deposits.  In 
S 3otland  the  proportion  has,  of  late  years,  b(;en  about  one-sixth. 
In  England  a proportion  of  an  eighth,  or  even  smaller,  is  not 
uiusual.  The  position  of  the  Bank  of  England,  therefore,  in  this 
nspect  is  unusually  and  exceptionally  strong.  During  the  time 
u ider  our  notice  a very  considerable  increase  in  the  deposits  and 
li  ibilities  of  the  Bank  has  taken  place.  The  total  liabilities,  which 
a 'eraged  about  14^  millions  in  1844,  averaged  more  than  29  millions 
ii.  1872,  having  thus  been  about  doubled  in  the  course  of  that  time  ; 
a id  this  growth,  as  will  be  seen  by  a reference  to  the  table,  has  been 
g -adual  and  continued.  In  a similar  manner,  though  not  in  a like 
p -oportion,  the  average  banking  reserve  has  increased.  The  annual 
■ a mrage  of  the  reserve,  with  a statement  of  the  proportion  each  year 
b ?ars  to  1844,  will  be  found  in  cols,  o and  6.  The  average  reserve. 


15 


of  England  and  the  Rate  of  Interest. 

from  being  8^  millions  in  1844,  has  increased  to  12  millions  in  1872. 
In  col.  7 is  given  the  average  proportion  per  cent,  of  reserve  to  the 
total  liabilities.  This  average  is  generally  very  considerable.  It  has 
been  as  high  as  63  per  cent,  in  1852 ; it  was  as  low  as  30  per  cent. 
It  in  18G6.  It  rose  in  the  next  year  to  49  per  cent.,  aiul  has  never 

averaged  less  than  42  per  cent,  since.  Still,  looking  down  col.  7, 
a distinct,  though  gradual,  diminution  in  the  proportion  of  the 
reserve  to  the  liabilities  becomes  obvious.  And  it  is  not  only  the 
proportion  which  has  diminished ; the  character  and  constitution  of 
the  reserve  and  of  the  demands  which  may  be  made  upon  it  have, 
during  the  last  twenty-five  years,  undergone  a great,  though  a 
gradual  alteration.  This  has  been  caused  by  the  great  increase  in 
the  balances  which  other  bankers  have  kept  with  the  Bank  of 
England.  The  returns  on  which  this  analysis  is  based  contain, 
as  I have  previously  mentioned,  a statement  of  the  balances  wdiich 
the  London  bankers  have  kept  wdlji  the  Bank  of  England.  We  will 
^ now  proceed  to  consider  the  amounts  of  these  balances,  and  the  pro- 

portion which  they  bear  to  the  banking'  reserve. 

Col.  9 contains  the  annual  average  of  the  bankers’  balances.  In 
these  there  is  a very  considerable  and  progressive  increase,  far 
larger  than  the  increase  in  the  reserve  itself.  That  there  had  been 
a great  increase  of  late  years  was  a matter  of  conjecture,  but  the 
particulars,  as  I have  stated,  were  not  known  before  the  publication 
of  these  returns,  in  which  the  amounts  are  stated,  week  by  week. 
Prom  them  tve  learn  that  the  average  amount,  which  was  less  than 
I million  in  1844,  had  become  more  than  yl  millions  in  1872.  The 
increase  of  the  figures  is  progressive,  and  proceeds  in  a far  more 
rapid  proportion  than  the  increase  of  the  banking  reserve  of  the 
Bank  of  England  itself,  or  of  any  other  branch  of  its  business. 
■V  Col.  10  contains  the  proportion  which  the  balances  of  the  London 

bankers  bore  to  their  amount  in  1844,  and  enables  us  to  follow  tlieir 
fluctuations  with  facility.  In  col.  11  the  proportion  per  cent,  of  the 
average  bankers’  balances  to  the  reserve  is  given.  From  being  only 
10  per  cent,  of  the  total  reserve  in  1844,  the  average  increased  to 
94  per  cent,  in  1866,  and  though  it  has  not  always  remained  at  that 
high  proportion,  in  1872  it  was  62  per  cent.  Thus,  from  being  but  a 
small  fraction  of  the  reserve  in  the  early  years  over  Avhich  the  tabic 
extends,  the  amount  has  increased  to  being  considerably  more  than 
half  the  average  reserve  at  the  present  time.  It  is  the  practice  of 
the  London  banks  to  keep  their  principal  reserve  against  immediate 
► demands  with  the  Bank  of  England,  as  being  the  easiest  and  safest 

plan.  And  as  their  business  has  extended,  so  they  have  also 
increased  the  amounts  on  deposit  wdth  the  Bank  of  England.  As 
far  as  I can  trace  the  connection  between  the  two,  it  appears  to  me 
that  the  amounts  of  the  bankers’  balances  (the  bankers’  reserves)  ai'e 


J 
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la  fger  considerably  now  in  proportion  to  their  liabilities  than  they 

w ere  twenty- five  years  ago ; while  the  resei  ve  of  the  Bank  of 

Eagland  itself  is  somewhat  smaller.  No  doubt  a very  considerable 

P'  irtion  of  the  increase  in  the  balances  of  the  London  bankers  is  due 

tc  the  necessity  of  holding  larger  sums  at  the  Bank  of  England,  ^ 

c(  nsequent  on  the  improvements  in  the  Clearing  House  system,  and 

tl  e admission  of  the  principal  London  joint  stock  banks  to  that 

es  tablishmcnt,  arranged  in  the  years  1853  and  1854.  The  effect  of 

tl  ose  alterations  may  be  traced  in  the  diminution  of  the  metropolitan 

niite  circulation  of  the  Bank  of  England.  The  circulation,  as  dis- 

ti  iguished  between  that  issued  in  London  and  the  provinces,  is 

gi  ven  in  cols.  19  and  20  of  this  table.  A distinct  diminution  in  the 

L )ndon  circulation  is  observable  at  the  date  just  named.  And  from 

tl  at  date  also  the  proportion  borne  by  the  balances  of  the  London 

bi  nkers  to  the  reserve  of  the  Bank  of  England,  which  had  not  ever 

pieviously  exceeded  20  per  cent«of  that  reserve,  rises,  till,  as  pre- 

vi  jusly  mentioned,  in  recent  years  it  becomes  considerably  more  ' 

tl  an  half  the  reserve.  The  enormous  amounts  which  pass  through 

tie  Clearing  House,  especially  on  Stock  Exchange  “settling  days,” 

Wien  totals  of  35  millions,  40  millions,  and  occasionally  larger 
SI  ms  still  are  cleared,  doubtless  leave  large  balances  to  be  adjusted 
tl  rough  the  “ clearing  bankers’  ” account  with  the  Bank  of  Eng- 
la  id.  Due  preparation  has  to  be  made  to  meet  these  balances, 
ai  d very  large  amounts  must  on  these  occasions  stand  to  the  credit 
of  the  bankers’  accounts  with  the  Bank. 

The  growth  and  development  of  this  state  of  matters  will  be 
mire  clearly  shown  if  we  divide  the  twenty-seven  years  from  1845 
to  1872,  into  three  groups  of  nine  years  each.*  The  averages  are 
til  en  as  follows  ; — 


1 

Proportion  , 

per  Cent,  of  Reserve 
to  Liabilities. 

Proportion  per 
Cent,  of 

Bankers’  Balances  to 
Reserve. 

A'’  erages  of  the  years  1846-54 

51 

„ ’55-63 

43 

48 

„ ’64-72 

42 

63 

In  the  earliest  group,  the  proportion  of  the  banking  reserve  was 
m ire  than  half  the  liabilities.  This  proportion,  it  will  be  seen, 
deilines,  while  the  proportion  which  the  balances  of  the  London 
ba  [ikers  bear  to  the  banking  reserve  itself,  steadily  increases.  As 
th  3 balances  of  the  London  bankers  kept  with  the  Bank  of  England 

* I have  followed  this  arrangement  into  groups,  as  a similar  division  of  the 
ye:  rs  since  1844  is  made  in  luy  Paper  on  Banking,  read  before  the  Statistical 
So(  iety  in  the  March,  1873,  and  since  republished  as  “ Notes  on  Banking.” 
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are  included  among  the  total  deposits  of  the  Bank,  it  becomes  clear 
how  very  considerable  a part  of  the  increase  of  those  deposits  is  due 
to  this  source.  The  general  effect  may  be  traced  by  comparing  the 
amounts  in  col.  2 with  those  in  col.  9.  It  might  be  thought  that 
these  deposits  are  exactly  those  which  are  the  most  certain  to 
diminish  in  times  of  pressure,  but,  on  the  contrary,  they  were  greatly 
increased  during  the  panics  of  1857  and  186G.  Between  4th  and 
25th  of  November,  1857,  the  bankers’  balances  increased  2 millions; 
from  3,400,000/.  on  4th  November,  to  5,400,000/.  on  25th  Nov'ember. 
In  1866,  the  action  of  the  bankers  was  more  rapid.  On  9th  May, 
1866,  their  balances  were  5,000,000/. ; by  the  16th  they  had  increased 
nearly  3 millions,  the  figures  being  7,900,000/.  Beyond  doubt,  a 
great  portion  of  these  sums  had  been  derived  from  the  Bank  of  Eng- 
land itself,  as  the  temporary  advances  during  that  time  increased 
nearly  5 millions,  and  the  amount  of  bills  discounted  also  increased 
to  about  the  same  extent.  The  banking  reserve  of  the  Bank  of  Eng- 
land had  diminished  during  the  same  time,  from  9th  to  16th  May, 
more  than  4 millions,  from  4,900,000/.  on  the  earlier  date,  to 
700,000/.  on  the  later.  A great  portion  of  that  amount  had  probably 
been  drawn  by  the  London  bankers.  The  immediate  response  to  the 
call  of  necessity  speaks  very  well  for  the  manner  in  which  the  re- 
serves of  money  at  short  dates  were  placed,  for  the  prudence  with 
which  the  banking  business  of  the  country  generally  was  carried  or, 
and  also  for  the  liberality  shown  by  the  Bank  at  a period  of  great 
national  peril. 

There  have  been  several  occasions,  principally  of  late  years,  on 
which  the  banking  reserve  of  the  Bank  of  England  has  been  smaller 
than  the  balances  of  the  London  bankers  with  the  Bank.*  The 
details  of  the  dates  are  as  follows  : — 

N^imher  of  Times  that  the  Banking  Reserve  of  the  Bank  of  England  was 

Insufficient  to  meet  the  Bankers’  Balamees. 

1847 I 

’56 2 

’57 7 

’58 2 

’65 I 

’66 20 

’71 4 

’72 1 

38 


£ 

* On  lltli  November,  1857,  the  Bank  of  England  reserve  was....  1,462,153 

„ London  bankers’  balances  4,649,000 

On  16th  May,  1866,  the  Bank  of  England  reserve  was 1,202,810 

„ London  bankers’ balances 7,930,000 
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Divided  into  three  groups  of  nine  years  each,  the  results  are  as 
fo  [lows  : — 

Years  184f5-51  i 

„ ’55-63  1 1 

„ ’64-72  a 6 


These  figures  mark  very  distinctly  that  the  growth  of  the 
hi  lances  of  the  London  bankers  progressively  increases  in  a larger 
pi  oportion  than  the  banking  reserve  of  the  Bank  of  England.  If  in 
tl  e published  accounts  the  amount  of  the  bahmees  of  the  London 
bi  nkers  were,  as  has  been  suggested,  deducted  from  the  ordinary 
d(  posits  of  the  Bank,  and  a corresponding  deduction  made  from  the 
b<  nking  reserve,  as  in  the  form  of  account  given  below,  it  would 
b(  come  obvious  at  once  that,  on  the  11th  December,  1872,  the  last 
di  te  given  in  Table  V,  the  deposits  of  the  public  with  the  Bank  of 
E igland,  instead  of  being  i8  millions,  were  lo  millions,  and  that  the 
reserve  available  against  the  ordinary,  as  distinguished  from  the 
bi  nking  portion  of  its  liabilities,  was  6 millions  instead  of  13,  and 
tl  at  the  proportion  of  this  reserve,  instead  of  being  50  per  cent.,  as 
the  usual  statement  makes  it,  was  only  30  per  cent. 

Bi'.nh  of  England.  Account  for  the  Week  ending  on  Wednesday.,  the  Wth 
day  of  December,  1872,  Arranged  so  as  to  Show  the  Proportion  of  the 
Reserve  to  the  Liabilities,  after  Deducting  the  Balames  of  the  London 
Banker f from  both. 

Issue  Depaetment. 

£ £ 

N lies  issued 37,451,795  Groverameut  debts  11,015,100 

Other  securities 3,984,900 

Gold  coin  and  bidlion zz,45 1,795 


37)451.795 


Bankikg  Depaetment. 
£ I 


Proprietors’ capital 14,553,000  GoTcrnmcnt  securities i3,zf;9,873 

3.176,671  Other  securitie.s  18,473,721 

Pi  blif  deposits 9,303,717 


Oilier  deposits  18,140,754 

I.(  ss,  bankers’  1 _ , 

balances  ....  | 7, 6x3, 000 


Notes 13,041,235 

Less,  per  contra  7,623,000 


10,517,754 


5.418,235 


Se  ren-day  and  other  bills  392,842  Gold  and  silver  coin 792,155 


37.943.984 


37.943.984 


Proportion  of  reserve  to  liabilities,  less  bankers’  balances  from 
be  th,  30  per  cent. 

Proportion  of  reserve  to  liabilities,  shown  in  ordinary  form,  50 
pc  ^ cent. 

The  statement  selected  as  an  illustration  is  merely  taken  as  being 
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the  last  in  Table  V,  and  not  for  any  other  reason.  It  would  have 
been  easy  to  select  the  accounts  of  other  weeks,  in  which  the  propor- 
tion borne  by  the  London  bankers’  balances  to  the  deposits  generally, 
and  also  the  proportion  of  the  London  bankers’  balances  to  the 
reserve,  would  have  been  considerably  larger  than  in  the  one 
chosen,  and  consequently  the  proportion  borne  by  the  reserve  to  the 
remainder  of  the  liabilities  would  have  been  far  smaller,  or  to  have 
taken  a week’s  account  in  which  the  whole  reserve  was  insufficient 
to  meet  the  demands  which  might  be  made  by  the  London  bankers 
alone.  I have  preferred  to  take  the  account  of  a week  which 
represents  about  the  usual  state  of  matters,  and  is  not  an  extreme 
instance  in  any  way.  Attention  would  thus,  if  the  ordinary  liabili- 
ties of  the  Bank  were  distinguished  from  those  incurred  to  its 
banking  customers,  be  more  readily  drawn  to  those  occasions  ( n 
which  the  bank  reserve  of  the  Bank  of  England  was  insufficient  to 
meet  the  balances  of  the  London  bankers.  These  balances  are  the 
ultimate  reserve  of  all  the  banks  in  the  kingdom.  There  is  no 
other  country  in  the  world,  with  the  banking  system  of  which  I am 
acquainted,  in  which  the  reserves  of  the  banks  are  loaned  out  in  the 
manner  in  which  they  are  employed  in  this  country.  This  has  been 
the  case  here  ever  since  modern  banking  has  assumed  its  present 
form.  This  practice  has,  therefore,  the  plea  of  usage  in  its  favour, 
and  the  plea  of  usage  is  an  extremely  strong  one.  It  might  be 
undesirable  to  say  that  these  balances  should  never  be  loaned  out ; 
but  it  is  clear  that  they  form  that  portion  of  the  resources  of  the 
Bank  which  should  be  employed  with  the  utmost  caution. 

The  balances  of  the  London  bankers  with  the  Bank  of  England 
are  included  among  its  other  liabilities.  In  another  sense  also  these 
balances  form  a portion  of  the  general  banking  reserve  of  the  country. 
They  are  the  only  reserve  of  ready  money  kept  by  the  bankers  of  the 
United  Kingdom  beyond  the  amount  of  cash  in  their  tills.  I do  not 
mean,  of  course,  by  this  to  state  that  they  are  the  only  resources 
which  the  bankers  of  the  country  would  have  to  fall  back  on  in  any 
time  of  pressure,  for  the  amounts  held  at  “ call,”  and  readily  avail- 
able in  other  forms,  are  very  large — far  larger  than  any  of  the  figures 
now  before  us  for  consideration.  But,  as  far  as  actual  cash  is  con- 
cerned, these  balances  are  the  only  sources  from  which  an  immediate 
supply  can  be  obtained  for  any  immediate  need.  And  to  include  the 
amounts  which  these  balances  represent  among  the  reserves  of  the 
Bank  of  England,  and  also  among  the  banking  reserves  of  the  country 
at  large,  is  really  to  reckon  them  twice  over  from  a general  point  of 
view.  I have,  therefore,  made  an  estimate  of  the  amount  which  the 
liabilities  of  the  Bank  of  England  would  be  if  the  balances  of  the 
London  bankers  were  deducted  from  them,  and  also  of  the  amount 
at  which  the  reserve  of  the  Bank  would  stand  if  these  balances 
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\v  !ro  not  included  in  it ; tliat  is  to  say,  of  tlie  position  which 
the  Bank  of  England  would  maintain  if  the  London  bankers  held 
th  eir  own  reserves  in  Bank  of  England  notes,  or  in  gold  in  their 
OA  rn  safes. 

It  has  not  been  possible,  in  the  space  to  wldcli  this  paper  is  of 
n<  cessity  confined,  to  exhibit  what  the  effect  of  making  up  the 
ac  counts  of  the  Bank  of  England  in  this  manner  would  be  on  every 
st  dement  analysed  in  Table  V ; but  the  general  effect  is  shown  in 
cc  1.  8 of  Table  I.  This  column  contains  the  proportion  which  the 
ai  nual  average  reserve  of  the  Bank  of  England  would  bear  to  the 
lii  bilities  if  the  balances  of  the  London  bankers  were  deducted  from 
th  ose  liabilities,  and  the  same  amount  deducted  also  from  the  reserve. 
T le  gradual  and  progressive  diminution  in  the  jiroportion  of  reserve 
k(  pt  to  the  liabilities  in  general  has  been  already  noticed ; but  from 
tl  is  column  we  may  see  how  much  greater  and  more  marked,  espe- 
ci  illy  in  recent  years,  that  diminution  would  have  been  had  the 
at  counts  of  the  Bank  been  made  up  in  such  a manner  as  to  distin- 
guish the  ordinary  from  the  special  banking  liabilities.  The  average 
reserve  of  the  Bank  of  England  would,  if  the  bankers’  balances  bad 
m t been  included  in  it,  have  been  in  1872  but  2i  per  cent,  of  the 
lii  bilities,  and  in  18GG  but  2 per  cent.  We  may  thus  see  clearly  in 
h(  w great  a degree  the  reserve  of  the  Bank  of  England  is  com- 
p(  sed  of  money  which  is  really  also  at  the  same  time  the  reserve  of 
ot-ier  banks,  and  retained  against  other  liabilities  than  those  which 
a}  pear  in  this  account — liabilities  which  are  ma7iy  times  larger  than 
tl  use  of  the  Bank  of  England,  an  estimate  of  the  magnitude  of 
w lich  I have  endeavoured  to  give  in  my  pa]>er  read  before  the 
S atistical  Society  in  the  March  of  this  year.*  Erom  a banking 
p(  sition  there  is  no  doubt  economy  in  making  the  Bank  of  Eng- 
la  id  keep  the  reserve  of  the  bankers,  but  it  is  equally  certain  that 
frim  a general  point  of  view  this  tends  to  place  any  pressure 
al  vays  at  one  point  — a point  on  which  so  many  and  varied 
dtmands,  for  domestic  and  foreign  needs,  the  requirements  for 
w iges  in  England,  of  farmers  in  the  north  of  Scotland,  of  dealers 
in  Ireland,  the  requirements  of  great  nations  forming  and  increasing 
their  gold  cmculation,  all  concentrate.  Great  unsteadiness  in  the 
Yi  lue  of  money  is  the  result.  If  the  bankers  were  to  keep  their 
OAm  reserves,  and  publish  them  weekly  or  monthly,  these  reserves 
w )uld  be  much  larger,  business  would  be  of  a far  more  solid 
cl  aracter,  and  more  even  in  its  tenor.  It  may  be  said  that  publicity 
or  these  points  would  be  dangerous,  and  would  lead  to  greater 
df  ngers  than  those  to  which  we  are  already  exposed  in  any  time  of 
pi  assure.  I cannot,  however,  share  in  this  apprehension.  There  is 
a ^reat  risk  at  such  times  to  our  highly  complicated  banking  system 

* See  pp.  37 — 86  of  “Notes  on  Banking.” 
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from  alarm  among  the  ill-informed  and  ignorant.  I think  that 
their  alarms  might  be  soothed  by  a knowledge  of  the  large  resources 
held  by  the  banks;  and  to  those  Avho  have  the  conduct  of  the 
business  such  information  might  be  of  signal  service.  A knowledge 
of  the  position  of  the  shoals  and  breakers  in  his  course,  essential  at 
all  times  to  the  pilot,  is  doubly  needed  among  the  additional  perils 
of  the  storm. 

lY. — Bate  of  Interest  Charged  by  the  Bank  of  England,  Aynount 
of  Securities  Held,  Bills  Biscouyited,  and  Temporary  Advances 
ynade  by  the  Bank. 

I have  prepared  a special  set  of  tables  to  illustrate  the  relation 
between  the  reserve  of  the  Bank  of  England  and  the  current  rate  of 
interest.  The  average  rate  also  requires  some  attention.  It  is  given 
in  col.  24  of  Table  I. 

The  rate  of  interest  charged  by  the  Bank  has,  on  the  whole, 
somewhat  increased  during  recent  years.  If  we  divide  the  period 
now  under  consideration  into  tAvo  groups,  betAveen  the  years  1844-5G, 
1857-72,  we  shall  find  that  the  average  of  the  earlier  period  is 
3Z.  15s.  3d.  ; of  the  later,  4/.  3s.  It  is  also  curious  to  observe  that 
there  is  a periodic  fluctuation  from  one  season  of  the  year  to  another. 
The  details  are  as  folloAvs  : — 

Tabie  11.— Average,  Month  by  Month,  of  the  Rate  of  Interest  Charged  by 
the  Bank  of  England  for  the  Years  1844-56,  1857-72. 

1844-56.  £ 5.  d.  1857-72.  £ s.  d. 

January  3 ^5  “ January  4 4 5 

February 3 ^5  “ February 4 3 9 

Marcli  3 ’5  ” March  3 16  9 

April  3 15  9 3 18  9 

May 3 13  4 May 4 u 2 

June 3 10  10  June 429 

July 3 10  ~ July 4 “ “ 

August 3 10  - August 3 19  4 

September  3 15  9 September  3 15  - 


£ 

5. 

d. 

1857-72. 

£ 

s. 

d. 

3 

— 

January  

4 

4 

5 

3 

15 

— 

February 

4 

3 

9 

3 

15 

— 

Marcli 

3 

16 

9 

3 

15 

9 

April  

3 

18 

9 

3 

13 

4 

May 

4 

1 1 

2 

3 

10 

10 

June 

4 

2 

9 

3 

10 

— 

July 

4 

— 

— 

3 

10 

— 

August 

3 

19 

4 

3 

15 

9 

September  

15 

— 

4 

I 

7 

October  

4 

5 

— 

4 

3 

10 

November  

4 

12 

5 

3 

19 

2 

December 

4 

7 

5 

3 

15 

3 

General  average,  1857*72  .... 

4 

3 

— 

December 3 1 9 


In  both  the  periods  into  which  this  estimate  is  thus  divided,  the 
latter  half  of  the  year  is  the  time  of  the  highest  charges.  This  is 
what  we  might  naturally  expect.  The  autumn  and  early  Avintcr 
months  are  the  times  of  greate.st  business  actiAnty.  The  demands 
Avhich  the  home  harvest  brings  are  great;  the  demands  Avhich  foreign 
supplies  of  all  kinds  entail  are  more  pressing  still.  The  large  amounts 
of  produce  then  coming  foi’Avard  affect  the  money  market;  and  a 
deficient  harvest  (should  there  be  a short  supply)  usually  manifests 
itself  about  the  third  Aveek  in  October.  The  shipments  of  com  also 
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frc  m America  commence  early  in  September,  and  intensify  np  to  tlio 
mi  Idle  of  November.  These  causes,  and  others  of  a kindred  nature 
wl  ich  there  is  no  need  to  specify,  account  for  the  autumnal  demand. 
T1  ey  do  not,  however,  exist  in  the  spring.  In  the  months  of  April, 
M:iy,  and  June,  a corresponding,  though  slighter  increase  of  pressure 
mi  y be  observed  to  that  taking  place  in  October,  November,  and 
D(  cember.  The  opening  of  those  sources  of  supjily  which  have  been 
lo(  ked  up  by  the  severity  of  the  winter,  probably  accounts  for  a con- 
sit  erable  part  of  the  increased  demand  for  money  indicated  by  a rise 
in  its  value.  Some  effect  also  may  be  assigned  to  increase  in  the 
Sc  otch  note  circulation  at  those  dates.  Any  increase  in  that  circu- 
lal  ion  beyond  the  limits  assigned  by  the  legislation  of  1844  and  1845 
ca  ises  an  immediate  demand  on  the  reserve  of  the  Bank  of  England. 
T1  0 increase  in  the  Scotch  circulation  beyond  the  limit  of  1845  did 
not  become  very  distinctly  marked  till  1856.  It  has  become  very 
mi  Lch  more  considerable  of  late.  It  wall  be  obs'3rved  that  the  rate 
in  May  was  for  the  years  1844-56  lower  than  in  every  month  but 
June  in  the  first  half  of  the  year.  For  the  years  1857-72,  the  rate 
in  May  was  higher  than  in  any  month  of  the  first  half  of  the  year. 
T1  e particulars  of  the  Scotch  circulation  for  the  years  1870-72  are 
as  follows ; — 

Authorised  Limit  of  Scotch  Dank  Note  Circulation,  2,749,271^. 

Actual  Circulation, 


1870  £ 

21st  May  4,970,000 

8tli  October  4,964,000 

5th  November  5,181,000 

3rd  December  5,650,00c 

1871. 

20th  May 5,184,00c 

7th  October  ^ 

4th  November  5j195jOoo 

2nd  December  5,714,000 

1872. 

18th  May 5,3^^9jOoo 

5th  October  5,47z,coo 

2nd  November  5,618,000 

30th  „ 6,210,000 


It  may  be  desirable  to  mention  here  the  causes  which  lead  to 
th  'se  periodic,  though  temporary,  requirements  for  notes  in 
Sc  ffland. 

“ The  main  causes  of  the  increased  tioio  issue's  iii  May  and 
“ 4()veinlKa*  arc  undoubtedly  these; — 

“ 1st.  The  payments  of  rents  and  interesis  on  mortgages,  whieli, 
“ in  Scotland,  are  almost  uniformly  made  at  the  half- 
“ yearly  terms  of  Whitsuntide  (16th  May),  and  Martin- 
“ mas  (rUli  Novembej-). 
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“ 2nd.  The  settlement  of  all  important  transactions  in  heritable 
“ property,  which  arc  also  fixed  for  the  same  terms. 

“ 3rd.  The  payment  of  household  servants’  wages,  and  in  many 
“ cases,  salaries,  at  the  same  period. 

“ These  payments  are  to  a large  extent  made  through  tlic 
“ medium  of  bank  notes,  and  thus  they  get  into  hands  where  they 
“ remain  for  a time,  many  of  the  parties  w’ho  receive  the  notes 
“ having  no  bank  account. 

“ It  is  further  to  be  noted  : 

“ 1st.  That  on  the  4th  of  the  month  an  unusually  large  amount 
“ of  bills  falls  due,  and  if  the  4th  happens  on  a Saturday 
“ (the  day  when  the  returns  arc  made  up)  wo  generally 
“ look  for  a heavier  return  on  that  account. 

“ 2nd,  The  November  returns  are  usually  heavier  than  those  in 
“ May,  because  of  the  requirements  of  the  harvest, 
“ travellers,  &c. 

“ 3rd.  In  the  country  districts  the  term-day  is  in  many  places 
“ regulated  by  the  old  style,  and  thus  the  payment  of 
“ farm  rents  run  on  into  Juno  and  December. 

“ 4th.  The  great  increase  this  year  is,  ro  doubt,  chiefly  owing  to 
“ the  higher  scale  of  W'ages,  particularly  in  the  mining 
“ districts,  among  the  most  improvident  class  of  working 
“ people.” 

I quote  here  from  a letter  recently  addressed  to  me  by  a well 
known  Scotch  banker. 

It  would  certainly  appear  to  be  desirable  to  mitigate  the  influence 
which  these  demands  of  a strictly  domestic  and  home  character 
exert.  A better  arrangement  would  provide  what  the  existing  law 
does  not  provide,  a real  security  for  the  Scotch  issues,  without 
allowing  these  periodic  and  strictly  temporary  demands  to  press  so 
sharply  on  the  central  reserve.  Whenever  the  subject  is  recon- 
sidered, it  is  to  be  hoped  that  this  point  will  be  attended  to,  and  at 
the  same  time  that  security  will  also  be  required  for  the  English 
country  note  issues.  Opinions  are  sometimes  expressed  that  it 
would  be  a desirable  thing  to  take  away  the  rights  of  issuing  notes 
possessed  by  some  country  bankers,  and  to  substitute  instead  the 
notes  of  the  Bank  of  England.  I cannot  join  in  these  opinions.  It 
appears  to  me  that  the  only  result  of  such  a change,  under  existing 
circumstances,  would  be  to  concentrate  even  more  than  at  prc.^ientthc 
pressure  in  any  time  of  difficulty  on  the  reserves  of  the  Bank  of 
England,  to  increase  the  fluctuations  in  the  rate  of  interest,  and  to 
cause  higher  rates  to  prevail.  And  I believe  that  the  existing  note 
issues  of  the  country  banks,  ]»roj)erly  secured,  and  with  adequate  and 


f 


^ i The  Bankiiuj  Reserve  of  the  Bank 

s lecial  reserves  held  against  them,  might  be  made  of  great  service 
i 1 carrying  on  the  business  of  the  country. 

The  manner  in  which  the  deposits  held  by  the  Bank  are  invested 
r squires  our  attention. 

The  securities  held  by  the  Bank  of  England  are  divided  in  the 
V sual  weekly  statements  between  the  two  heads  of  “ Government  ” 
Slid  “other”  securities.  I have  not  thought  it  necessary  to  make 
any  analysis  of  the  Government  securities  held  by  the  Bank,  as  a 
1 irge  proportion  of  these  securities,  and,  in  particular,  the  amounts 
1 eld  in  the  circulation  department,  are  so  permanent  in  amount  that 
I o detailed  statement  appeared  hkely  to  be  generally  useful.  The 
‘ other  ” securities  are  not  included  as  a whole  in  the  returns  on 
A diich  this  analysis  is  based,  but  as  I have  thought  that  a statement 
c f their  average  amount  would  be  of  service  in  this  investigation,  I 
1 ave  supplied  it  from  the  ordinary  weekly  accounts. 

The  total  annual  average  amount  of  the  “other”  securities  will 
1 e found  in  Table  III. 

Table  III. — Annual  Averages  of  the  Total  of  Other”  Securities  of  the 

Bank  of  England,  Years  1844-72. 


1 

Date. 

A 

2 

Total  of 

Other  Securities 
of 

the  Rank 
of  England. 

3 

Proportion 

of 

Other  Securities 
to  1814. 
1844  = 100. 

] S44 

£ 

9,400,000 

100 

’45 

12,200,000 

130 

1 S46 

16,600,000 

I 76 

’47 

17,200,000 

183 

’48 

11,900,000 

127 

’49 

10,200,000 

108 

’50 

11,100,000 

I18 

• 1151 

12,600,000 

134 

’52 

11,400,000 

121 

’53 

15,000,000 

160 

’54 

14,700,000 

I 

1 ’55 

15,300,000 

163 

1 156 

17,000,000 

181 

’57 

20,400,000 

217 

’58 

16,300,000 

173 

1 

Date. 

2 

I’otal  of 

Other  Securities 
of 

tlie  Bank 
of  England. 

3 

Proportion 

of 

Other  Securities 
to  1844. 
1844  = 100. 

1859  .... 

£ 

18,200,000 

193 

’60  .... 

20,500,000 

218 

1861  .... 

18,700,000 

199 

’62  .... 

18,600,000 

198 

’63  .... 

20,200,000 

215 

’64  .... 

20,300,000 

216 

’65  .... 

20,500,000 

218 

1866  .... 

21,500,000 

229 

’67  .... 

18,000,000 

192 

’68  .... 

17,100,000 

i8<; 

’69  .... 

16,700,000 

178 

’70  .... 

18,600,000 

198 

1871  .... 

18,700,000 

199 

’72  .... 

21,100,000 

228 

The  increase  in  the  sums  thus  held  is  large,  and  in  a general  way 
\ ruportionate  to  the  increase  in  the  deposits. 

Mr.  Thomson  Hankey  appears  to  indicate,  in  his  remarks  on  the 
V orking  and  management  of  the  Bank  of  England,  that,  while  the 
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deposits  should  be  invested  in  good  banking  securities,  such  as  bills 
of  exchange,  loans  for  those  periods  on  good  securities,  Government 
stocks,  &c.  “ With  regard  to  the  investment  of  the  capital,  no  part 

“ of  this  is  required  to  be  kept  in  reserve : all  may  be  invested  in 
“ interest-bearing  securities,  which  should  be  of  undoubted  cha- 
“ racter,  but  not  necessarily  of  the  same  readily  convertible  nature 
“ as  that  part  which  is  held  liable  to  I’ecall  of  deposits.” — “ Hankey 
“ on  Banking,”  pp.  13  and  14. 

The  capital  and  accumulated  and  undivided  profits  of  the  Bank 
of  England,  the  “rest,”  amount  together  to  about  millions.  I 
have  separated  the  bills  discounted  and  temporary  advances  from 
the  remainder  of  the  “ other  securities.”  It  will  be  observed  that 
this  remainder,  the  annual  average  of  which  is  given  in  col.  12  of 
Table  I,  has  fluctuated  less  in  amount  for  the  last  sixteen  or  eighteen 
years  than  the  “bills  discounted”  or  the  “temporary  advances.” 
Guided  by  Mr.  Thomson  Hankey’s  remarks,  we  may  suppose  the 
sums  indicated  in  col.  12  to  be  invested  in  loans  to  corporations  for 
local  improvements,  to  railways  on  their  debentures,  and  in  other 
securities  more  or  less  of  a permanent  character.  Mr.  H.  L.  Holland, 
Deputy- Governor  of  the  Bank,  stated  in  1865  that  the  amount  of 
railway  debentures  held  at  that  time  was  about  4 millions.  The 
fluctuations  in  the  amount  of  these  securities  will  be  found  mai’ked 
in  col.  13  of  Table  I. 

We  now  proceed  to  consider  the  amount  of  bills  discounted  by 
the  Bank  of  England.  I have  estimated  the  yearly  average  of  these. 
The  amounts  are  given  in  col.  14  of  Table  I.  Col.  15  contains  the 
proportion  of  the  yearly  average  to  that  of  1844.  The  fluctuations 
in  the  amount  of  bills  discounted  is  very  considerable.  The  amount 
for  1868  is  only  about  one-half  that  of  1866,  and,  curiously  enough, 
w'as  very  nearly  similar  to  the  average  of  1845.  There  are  larger 
fluctuations  also  shown  in  the  weekly  statements  than  those  between 
tliese  annual  averages. 

Ill  1860  tlie  highest  amount  was  about  i6  millions,  the  lowest  about  7 millions. 
)j  !)  8 !!  4I  >1 

,j  68  ,,  7 j?  4 t* 


There  is  a considerable  increase  in  this  branch  of  the  business  of 
the  Bank  since  1844 ; but  it  will  be  observed  that  the  average  of  the 
three  years,  1845-47,  rather  exceeded  the  average  of  the  three  years 
1870-72,  and  the  whole  amount,  though  large,  can  form  but  a very 
small  part  of  the  total  amount  of  bills,  both  inland  and  foreign,  in 
circulation.  I have  estimated  the  probable  amount  of  these  bills  in 
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1H7  pnper  read  before  the  Statistical  Society  iu  March  of  this  year. 
Tie  amount  in  cii’cnlation,  including  foreign  bills,  is  probably  at  the 
p esent  time  from  300  to  350  millions.  Mr.  Newmarch’s  estimate  in 
1(!51  was  that  the  corresponding  amounts  then  were  from  180  to 
2<  >0  millions.  The  influence  of  the  Bank  of  England  in  the  discount 
m arket  is  very  great ; but  its  influence  in  this  direction  would  not 
a]  ipear  to  be  so  large  as  in  some  other  portions  of  its  business,  since 
it  i discounts  have  not  increased  in  the  same  proportion  as  the  bills 
tl  emselves.  A large  portion  of  the  deposits,  it  must  be  remem- 
b Ted,  have  been  invested  in  more  permanent  securities.  The  pro- 
portion of  bills  discounted  to  “other”  securities  is  given  in  col.  Id, 
a]  id  it  will  be  observed  that  the  proportion  of  the  resources  of  the 
B ink  placed  in  bills  has  rather  diminished  in  recent  years.  The 
ti  ble  shows  that  it  is  in  times  of  difficulty  and  pressure  that  the 
d scounters  of  bills  have  recourse  to  the  Bank.  In  ordinary  seasons 
tl  e outside  market  is  willing  to  accommodate  its  customers  on 
si  ghtly  lower  terms ; and,  in  discounting  bills,  those  who  do  the 
b'  isiness  at  the  lowest  figure  are  sure  to  have  the  preference.  In 
If  >57  and  1866  the  amounts  are  large.  In  ordinary  times  there 
aie  beyond  doubt  private  houses,  as  well  as  public  companies, 
wbo  do  a larger  business  of  this  descrijttion  than  the  Bank  of 
E agland. 

The  immediate  wants  of  business  are  perhajts  more  distinctly  to 
bi  found  indicated  among  the  temporary  advances  made  by  the  Bank 
ol  England.  No  branch  of  business  of  the  Bank  appears  to  undergo 
gi  eater  fluctuations  than  this  one,  and  in  none  are  the  influences  of 
pi  riods  of  pressure  more  distinctly  marked.  The  amount  for  1872  is 
e:  actly  three  times  as  much  as  that  in  1844.  Iffie  business  done  in 
If  !52  Avas  little  more  than  a sixth  part  of  that  done  twenty  years 
la;er.  The  steady  groAvth  of  this  branch  of  the  business  is  very 
remarkable  during  the  last  ten  years.  The  annual  averages  will  be 
fcLind  in  col.  17,  and  the  proportion  of  each  year  to  the  amount  in 
If  44  is  given  in  col.  18.  The  fluctuations  from  week  to  week  are 
fa  :•  greater  than  those  between  the  yearly  averages. 


In  1866  the  highest  amount  was  about  8 millions,  the  lowest  about  i million. 
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The  extension  of  the  scale  on  Avhich  business  is  now  done  is 
cr  riously  marked  by  the  increase  in  these  fluctuations  during  recent 
years.  The  requirements  of  occasional  borrowers  have  been  actuallv 
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greater,  and  the  yearly  averages  higher,  in  the  years  1870  and  1872, 
than  even  in  the  panic  year  of  1866. 

V. — Note  Circulation  of  the  Bank  of  England  and  Amount  of 
4 Bullion  Ileld. 

I now  proceed  to  the  consideration  of  the  amount  of  notes  issued 
by  the  Bank. 

Annual  averages  of  the  note  circulation  will  be  found  in  cols.  19, 
20,  and  21  of  Table  I,  which  give  the  countiy  circulation,  the 
metropolitan  circulation,  and  the  amount  of  both  these  united.  The 
extension  of  this  portion  of  the  business  of  the  Bank  was  very  small 
down  to  the  year  1864.  The  increase  up  to  that  date  was  only 
about  4 per  cent.,  which  had  advanced  to  25  per  cent,  in  1872.  The 
note  circulation  is  issued  partly  in  London,  partly  at  the  provincial 
branches  of  the  Bank.  I have  been  able  to  divide  the  circulation 
under  these  tAvo  heads  doAvn  to  the  close  of  1870.  The  returns 
accessible  to  me  do  not  continue  this  division  to  a later  date.  And 
up  to  1870  the  increase  in  the  circulation,  as  aauII  be  seen  by  col.  19, 
was  rather  in  the  country  than  in  the  London  circulation,  wdiich 
Avill  be  found  in  col.  20.  As  the  Avhole  note  circulation  of  England 
and  Wales,  including  the  notes  issued  by  the  private  and  joint  stock 
banks,  aa'us  28,420,000/.  in  1844,  and  had  only  risen  to  30,630,000/. 
in  1872,  the  Bank  of  England  notes  issued  at  the  country  branches 
have  probably  taken  the  place  of  apsed  local  note  issues,  and  this 
accounts  for  their  greater  increase  than  that  of  the  metropolitan 
circulation.  The  total  increase  is,  however,  small ; smaller  than  the 
augmentation  in  any  other  portion  of  the  business  of  the  Bank  of 
England,  AA’hich  these  returns  enable  us  to  trace,  and  far  smaller 
than  the  increase  in  the  metallic  circulation  of  the  country,  which  I 
▼ have  estimated  as  being  about  105  millions  in  1872.*  Mr.  NeAV- 

march  estimates  the  gold  circulation  as  36  millions  in  1844.f 
4V  Idle,  therefore,  there  has  been  an  increase  in  the  amount  of  coin 
in  circulation  of  something  like  70  millions,  the  total  note  circu- 
lation of  England  and  Wales  is  now  only  2 millions  larger  than  it 
Avas  in  1844.  It  is  also  quite  possible  that  this  increase,  small  as  it 
is,  may  prove  to  be  only  temporary,  as  fluctuations  of  from  1 4 million 
to  2 millions  are  not  uncommon  betAveen  the  aA’erage  of  one  year 
and  another  in  the  note  circulation. 

To  complete  this  analysis,  I have  estimated  the  annual  average 
of  bullion  held  by  the  Bank.  These  averages  Avill  be  found  in 
* col.  22,  with  a column  of  the  proportions  on  the  same  principle  as 

* Estimate  based  on  Professor  Je\’ons’s  statement.  Statistical  Society’s  Journal, 
1868,  p.  446,  and  account  of  “Coinage  of  Gold  for  Twenty-Four  Years,” 
“ Economist,”  29th  June,  1872. 

t Tooke  and  Newmarch’s  “History  of  Prices,”  \'ol.  am,  p.  701. 
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the  preceding  proportional  statements.  A considerable  increase, 
1?  rger  on  the  wliole  than  in  the  reserve,  but  smaller  than  that  in 
t.  le  deposits,  will  be  observed  in  this  column.  I hftve  mentioned 
t]  lat  there  appears  to  be  no  relation  whatever  between  the  amount 
o ’ notes  issued  and  the  rate  of  interest  charged.  Nor  is  it  easy  to 
t]  ace  an  exact  relation  between  the  amount  of  bullion  held  and  the 
bink  rate.  The  average  held  in  18G8  was  more  than  20  millions, 
vith  an  average  discount  rate  of  2 per  cent;  the  holding  in  1872 
vas  22  millions,  with  an  average  rate  of  4j  per  cent.,  and  the 
d fferences  shown  by  the  weekly  returns  are  greater  still.  Thus 
7 per  cent,  was  charged  on  9th  November,  1872,  with  19,750,000/. 
b illion  held  on  the  date  of  the  nearest  return,  ■while  3 per  cent,  was 
c larged  on  4th  November,  1869,  with  18,500,000/.,  more  than  a 
H illion  less,  held  in  a similar  way.  But  on  estimating  the  pro- 
p )rtion  of  the  banking  reserve  to  the  liabilities,  we  find  that  while 
it  was  44  per  cent,  of  these  at  the  earlier,  it  was  only  35  per  cent, 
a the  later  date,  as  may  be  seen  by  a reference  to  the  rates  in 
Table  111.  Though  the  total  amount  of  bulliou  held  by  the  Bank 
is  a very  imjiortant  thing,  the  rate  of  discount  charged  does  not 
a )pear  to  be  regulated  by  it. 


'] 'ablk  IV. — Annual  Aoeraqes  of  Bullion  Held  by  the  Bank  of  Enqland. 

Years  1844-72. 
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To  render  this  more  clear,  I have  stated  in  Table  IV  the  per- 
c(  ntage  borne  by  the  annual  average  of  bullion  with  the  Bank  of 
E ngland,  to  the  annual  average  of  the  banking  liabilities.  The  fluctua- 
ti  ms  shown  are  considerable,  the  average,  however,  has  hardly  a 
tendency  to  increase.  In  1852,  the  average  of  bullion  was  2-^  per 
ct  nt.  more  than  the  average  of  the  banking  liabilities.  In  1847, 1856, 
aiid  1864,  the  average  bullion  was  65  per  cent,  of  the  banking 
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liabilities.  In  1857  it  was  only  56  per  cent,  of  these.  But  though, 
generally  speaking,  the  years  yvhen  the  average  of  bullion  is  low  are 
those  when  the  rate  of  interest — the  annual  average  will  be  found  in 
col.  24  of  Table  I — is  high,  yet  it  is  not  possible  to  trace  the  same 
connection  between  the  bullion  and  the  rate  of  interest  as  between 
the  banking  reserve  and  the  rate  of  interest. 

VI. — The  Proportion  udiich  the  Banking  Reserve  Held  by  the  Bank 

of  England,  bore  to  the  Deposits,  and  the  Bankers'  Balances  on 

the  Nearest  Return  to  the  Date  of  each  Change  in  the  Bank  Rate 

of  Interest  for  the  Years  1844-72  inclusive. 

In  doing  this  I have  included  in  the  reserve  the  gold  and  silver 
coin  held  in  the  banking  department,  as  well  as  the  reserve  of  notes. 
I have  also  added  to  the  liabilities  in  the  shape  of  deposits  the 
amount  of  short  bills  outstanding  at  each  date.  I mention  this 
because  the  amount  of  the  reserve  of  notes  alone  is  given  in  the 
returns,  and  the  short  bills  are  not  included  in  them.  It  appeared 
to  me  that  in  an  estimate  of  the  liabilities  of  the  Bank  of  England 
both  these  items  should  be  taken  into  account,  and  I have  therefore 
done  so,  in  order  to  insure  accuracy  in  my  statements.  The 
influence,  however,  of  these  sums  is  but  small.  The  results  are  in 
Table  V. 

This  statement  is  given  in  two  forms.  In  the  first,  the  pro- 
portions are  arranged  according  to  the  dates,  the  nearest  to  those 
on  which  the  changes  occurred.  In  the  second,  the  return  for  each 
date  over  which  a particular  rate  extends  are  arranged  in  the  order 
of  the  highest  proportion  of  reserve  to  deposits  first,  the  other 
returns  following  to  the  minimum  of  each  rate. 

It  will  be  observed  that  the  proportion  of  the  reserve  to  the 
liabilities  was  as  follows  during  the  sharpest  pressure  of  the  last 
three  crises. 

23rd  October,  1847. — Reserve  14  per  cent,  of  the  liabilities.  The 
London  bankers’  balances  formed  8 1 per  cent,  of  the  reserve. 
Bank  rate  8 per  cent. 

11th  November,  1857. — Reserve  8 per  cent,  of  the  liabilities,  but 
only  sufficient  to  meet  31  per  cent,  of  the  bankers’  balances. 
Bank  rate  10  per  cent. 

16th  May,  1866. — Reserve  5 per  cent,  of  the  liahilities,  but  only 
sufficient  to  meet  1 5 per  cent  of  the  bankers’  balances.  Bank 
rate  10  per  cent. 

The  increased  severity  of  each  crisis  will  he  found  marked  in 
the  smaller  proportion  of  the  reserve  on  each  of  the  later  occasions, 
both  to  the  liabilities  and  the  bankers’  balances.  The  principle  of  the 
Act  of  1844  was  not  actually  infringed  at  any  of  these  three  dates. 
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T ABLE  V. — Proportions  of  the  Reserve  of  the  Bank  of  England  to 
Liabilities^  and  of  the  Balances  of  London  Bankers  to  the  Reserve^  on 
the  Nearest  Date  given  to  every  Change  in  the  Rate  of  Interest  from 
315^  August^  1844j  to  '31st  December^  1872. 
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47 

66 

55 

59 

60 
97 

56 

46 

51 
69 

53 

62 

58 
6o 

52 
62 


47 

69 

68 

65 


53 


Si 

1 'able  V.- 


The  'Banking  Reserve  of  the  Bank 
■Proportions  of  the  Reserve  of  the  Bank  of  England—  Contd. 


1 

ik  Rate. 

2 

Date. 

4 

1863 

14th  January 

5 

J) 

28th  „ .... 

4 

)> 

18th  February 

.5  2 

22nd  April 

3 

JJ 

29th  „ 

3-2 

5J 

13th  May  

4 

20th  „ 

>5 

28th  October.... 

6 

5) 

4tli  Nov 

8 

2nd  Dec 

7 

J) 

23rd  „ 

8 

1864 

20th  January 

7 

10th  February 

6 

24th  „ ... 

7 

J5 

13th  April 

9 

4th  May  

8 

18th  „ 

7 

25th  „ 

6 

15th  June 

7 

J5 

27th  July 

8 

J> 

3rd  August.... 

9 

)) 

7th  Sept 

8 

>) 

9th  Nov 

7 

J) 

23rd  „ 

6 

14th  Dec 

52 

1865 

11th  January 

5 

JJ 

25th  „ 

4i 

>> 

1st  March  ... 

4 

57 

29th  „ ... 

42 

55 

3rd  May 

4 

55 

24th  „ 

3i 

55 

31st  „ 

3 

55 

14th  June 

3i 

55 

26th  July  

4 

55 

2nd  August... 

4i 

55 

27th  Sept 

6 

5) 

4th  October... 

7 

55 

nth  „ ... 

6 

55 

22nd  Nov 

7 

55 

27th  Dec 

8 

1866 

3rd  January 

7 

55 

21st  February 

6 

55 

14th  March  ... 

7 

55 

2nd  May 

9 

55 

9th  j,  

10 

55 

16th  „ 

8 

55 

15th  August... 

7 

55 

22nd  „ 

6 

55 

29th  „ 

5 

55 

5th  Sept 

3 

Proportion 
per  Cent, 
of  Reserve  to 
Liabilities. 


39 

40 
46 
43 

43 

41 
38 

36 

31 

32 
40 

33 

38 

44 

32 
28 

33 

37 
40 
33 

29 

35 

40 

45 
48 

39 
44 

44 

41 

36 
41 
41 

45 
33 
31 

33 
24 

23 
43 

34 

26 

45 

45 

30 
29 

5 

21 

24 

29 

30 


Proportion  per 
Cent, 
of  London 
Bankers’  Balances 
to  Reserve. 


69 

5- 

45 

62 

48 

49 

54 
77 
7i 

69 
48 

6 1 
47 

47 

75 

^'7 

70 

^>5 

55 
73 

^5 

70 

S5 

71 
5 ^ 
82 

53 

45 
^*5 

54 
c6 

46 
8 1 
77 
^'7 

^3 

86 

57 
^'5 

58 

51 

88 

^7 


Proportion  per 
Cent. 

of  Reserve  to 
London  Bankers* 
Balances. 


97 
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Taesle  V. — Proportions  of  the  Reserve  of  the  Bank  of  England — Contd. 


I 

Bank  Kate. 

2 

Bate. 

3 

Proportion  | 
per  Cent, 
of  Reserve  to 
Liabilities. 

4 

Prop<  rtion  per 
('ent.  , 

of  London 
Bankers*  Balances 
to  Reserve. 

5 

Proportion  jkt 
..  Cent, 
of  Reserv  e to 
London  Bankers* 
Balances. 

1 n 

1857 

1 1 fli 

8 

31 

5J 

’66 

16tli  May 

5 

— 

15 

9 

1864 

7th  Sept 

35 

70 

r-  ,1  . 

5) 

’66 

9th  May 

29 

87 

— 

’64 

4th  „ 

28 

67 

— 

55 

’57 

4th  Nov 

15 

77 

8 

1864 

9th  Nov 

40 

8<; 

55 

’61 

13th  Febniary 

36 

56 

— 

55 

’57 

23rd  Dec 

34 

78 

— 

55 

’64 

20th  J anuary 

33 

61 

— 

55 

’64 

18th  May 

33 

70 

— 

55 

’63 

2nd  Dec 

32 

69 

— 

55 

’64 

3rd  August.... 

29 

85 

— 

55 

’66 

3rd  January 

26 

97 

55 

’57 

24th  October.... 

24 

90 

55 

’66 

15th  August.... 

21 

68 

55 

’47 

23rd  October 

14 

8r 

— 

7 

1864 

23rd  Nov, 

45 

71 

i 58 

/ 

55 

’66 

; 21st  February 

45 



55 

’61 

20th  Mareh  .... 

41 

46 

— 

55 

’63 

23rd  Dec 

40 

48 

55 

’64 

10th  Februarv 

38 

47 

. , 

55 

’64 

25th  May  

37 

65 

— 

55 

’72 

6th  Nov 

35 

70 

— 

55 

’65 

27th  Dec 

1 34 

65 

55 

’64 

27th  July 

33 

73 

— 

55 

’64 

13  th  April 

32 

75 

' 

55 

’61  ! 

9th  January 

31 

97  ; 

1 

55 

’66 

2nd  May 

30 

88 

— 

55 

’47 

20th  Nov 

29 

37 

— 

55 

’55 

20th  October 

29 

52 

5 5 

’56 

15th  Nov 

27 

77 



55 

’66 

22nd  August.... 

24 

69 

55 

’57 

17th  October 

23 

9^ 

— 

55 

’65 

11th  „ .... 

23 

86 

1 

1856 

6th  Dec 1 

36 

48 

55 

’57 

4th  April 

23 

58 

— 

6 

1864 

14th  Dec ; 

48 

51 

_ 

55 

’72 

27th  Nov 

46 

1 



* » 

’66 

14th  March  .... 

45 

— - 

5 5 

’64 

24th  February 

44 

47 

— 

55 

’65 

22nd  Nov ' 

43 

^7 

— 

55 

’64 

15th  June 

40 



55 

’57 

20th  „ 

38 

39 



55 

’61 

3rd  April 

38 

51 

— 

55 

’56 

20th  Dec 

37 

39 

■ , ^ 

55 

’60 

1 

14th  Nov 

37 

55 

— 

I 


I i 

m 

I 


) 


r 

I 

\ 


/ 

/ 

y 
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Table  Y rroportions  of  the  Reserve  of  the  Bank  of  England— Contd, 


1 

Bank  Rate. 

2 

Date. 

3 

Proportion 
per  Cent, 
of  Reserve  to 
Liabilities. 

4 

Proportion  per 
Cent. 

of  London 
- Bankers*  Balances 
to  Reserve. 

5 

Proportion  per 
Cent. 

of  Reserve  to 
London  Bunkers* 
Balances. 

6 

1847 

4th  Dec 

36 

28 

3> 

’56 

24th  May 

36 

76 

— 

>3 

’61 

15th  „ 

36 

53 

— 

>3 

’70 

3rd  August.... 

34 

85 

— 

>3 

’58 

6th  January 

33 

85 

— 

33 

’72 

9th  October 

32 

93 

— 

33 

’61 

2nd  January 

31 

60 

— 

’63 

4th  Nov 

31 

72 

— 

’66 

29th  August .... 

29 

87 

33 

’57 

10th  October 

24 



33 

’65 

4th  „ 

24 

83 

— 

33 

’56 

11th  „ .... 

21 

67 

— 

^2 

1857 

18th  July  

42 

^6 

33 

’65 

11th  January 

39 

82 

— 

33 

’70 

10th  August .... 

38 

85 

— 

33 

’54 

13th  May 

37 

43 

— 

5) 

’47 

7th  August.... 

32 

29 

— 

33 

’55 

6th  October 

31 

45 

— 

5 

1854 

5th  August.... 

50 

34 

33 

’72 

11th  Dec 

50 

^5 

— 

33 

’47 

24th  „ ........ 

46 

17 

— 

33 

’65 

25th  January 

44 

63 

— 

33 

’56 

31st  May 

41 

C.  I 

33 

’‘60 

28th  Nov 

41 

^9 

— 

33 

’63 

28th  January 

40 

’61 

10th  April  .... 

39 

69 

— 

33 

’61 

31st  July  

39 

62 

— 

33 

’63 

28th  October 

36 

77 

__ 

33 

’70 

27th  July 

36 

75 

— 

33 

’58 

13th  January 

35 

80 

’53 

1st  October 

34 

37 



33 

’55 

29th  Sept 

33 

43 

— 

33 

’72 

8th  May 

33 

75 

! 

’72 

2nd  October 

32 

79 



33 

’71 

4th  „ 

31 

33 

’66 

5th  Sept 

30 

— 

96 

33 

’60 

11th  April 

26 

75 

— 

’56 

4th  October 

23 

68 

— 

53 

’47 

10th  April 

20 

73 

— 

4i 

1855 

7tli  April 

50 

35 

- 

’56 

28th  June 

49 

34 

— 

33 

’65 

1st  March  .... 

44 

^3 



33 

’61 

14th  August.... 

43 

f;8 

— 

33 

’59 

5th  May 

42 

c:6 

— 

33 

’70 

I7th  August.... 

42 

79 

— 

33 

’53 

17th  Sept 

40 

27 

— 

33 

’55 

15th  „ 

40 

30 

— 

33 

’60 

9th  May 

38 

49 

— 

33 

’60 

7th  Nov 

38 

66 

— 

'?ABLE  V. — 


The  Bavl'hg  Tleserve  of  the  Bank 
Proportiom  of  the  Reserve  of  the  Bank  of  England — Contd, 


(auk  Rate. 


Date. 


Proportion  Proport  ion  per  Proportion  per 

npr  ppnt 

^ ‘ of  London  of  lleserve  to 

of  Reserve  to  Rankers’  Balances  London  Bankers’ 
Liabilities.  to  Reserve.  Balances. 


1872  I 25tli  Sept. ... 

. May  ... 
’66  26th  Sept.... 
’60  ; 28th  March 


’65 

27th  Sept 

1844 

31st  August . 

’48 

29th  January 

15th  Nov 


’58 

27th  January 

’61 

28th  August.... 

’63 

18th  February 

’70 

24th  August .... 

’69 

9th  June 

’47 

23rd  January 

’60 

23rd  May 

’70 

20th  July 

’65 

29th  March  .... 

’65 

24th  May 

14th  January 

18th  Sept 

20th  May 

7th  Nov 

27th  Sept 

1st  February 
31st  March  ... 

10th  April 

2nd  August... 

I7th  June 


29th  Nov 

18th  Sept 

23rd  June 

4th  „ ■ 

3rd  February 

27th  April 

1st  June 

31st  August  ... 

12th  June 

16th  January 

19th  Dec 

22nd  April  ... 


* This  is  the  first  statement  in  the  returns,  and  marks  the  point  at  which  the 
Ac:  of  1844  came  into  operation. 
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^Proportions  of  the  Reserve  of  the  Bank  of  England—Contd. 


Proportion  Proportion  per  Proportion  per 

npr  rent  Cent.  Cent. 

^ ’ of  London  of  Reserve  to 

of  Reserve  to  Rankers’  Balances  London  Bankers 
Liabilities.  to  Reserve.  Balances. 


1863 

’65 

’72 

5 A r 


1848 

’46 

’71 

’58 

’70 

’71 

’53 

’50 

’59 

’62 

’72 


13  th  May  . 
31st  „ . 

17th  July  . 
8th  Nov.  . 
3rd  April. 
26th  July  . 


4th  Nov 

29th  August .... 

13th  Dec 

10th  February 

14th  Sept 

20th  „ 

22nd  January 

28th  Dec 

8th  June 

21st  May 

19th  J une 

14th  „ 

6th  February 

14th  July 

3rd  Nov 

6 th  „ 

29th  April 

1st  March  .... 
18th  January 
29th  October... 

2nd  Dec 

18th  October 


1844 

’49 

’52 

’58 

’70 

’69 

’53 

’59 

’67 

’62 

’71 

’62 

’68 


7th  Sept 

24th  Nov 

3rd  January 

8th  Dec 

28th  Sept 

18th  August.. 
8th  January 

13th  July  

29th  May 

8th  January 

12th  April 

9th  July 

18th  Nov 


1871  14th  June 


1852  24th  April. 
’67  24th  Julv  . 
’71  12th  . 
’62  23rd  „ . 


/ 
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General  Averages  of  preceding  Table. 


1 

Bank  Rate. 

1 

Times 

Charged. 

Average 

Proportion  per  Cent, 
of  Reserve  to 
Liabilities. 

Average 

Proportion  per  Cent, 
of  London 
Bankers’  Bahinces 
to  Reserve. 

Average 

Proportion  per  Cent, 
of  Reserve  to 
London  Bankers* 
Balances. 

10 

6 

23 

1 9 

4 

26 

74 

— 

1 1 

29 

75 

— 

1 7 

18 

33 

60 

— 

61 

-> 

29 

53 

— 

6 

22 

35 

60 

— 

i 

6 

36 

1 

56 

— 

‘ 5 

21 

36 

59 

— 

4I 

16 

39 

54 

— 

4 

26 

42 

56 

— 

3i 

20 

45 

50 

— 

U 3 

22 

46 

49 

— 

51 

43 

— 

I 

59 

38 

— 

1 

4 

53 

61 

— 

! I'umber  of") 
chan gres  V 
in  rate  . . . J 

00 

00 

• 

— 

— 

— 

I have  thought  it  well,  while  investigating  this  point,  to  give  an 
% a -rangement  of  these  proportions  in  order  of  dates,  as  well  as 

« ajcording  to  each  rate,  because  the  one  arrangement  is  of  very 

n aterial  assistance  in  understanding  the  other.  Thus,  in  looking 
a , the  proportion  of  reserve  to  deposits  during  the  prevalence  of  the 
■ ride  of  4 per  cent.,  we  find  that  rate  charged  on  2nd  August,  1865, 

V ith  no  greater  reserve  than  3 1 per  cent,  of  the  deposits ; a pro- 
p )rtion  at  which,  from  the  information  supplied  by  other  portions 
o ' this  table,  it  might  have  been  more  naturally  expected  that 
7 8,  or  even  9 per  cent,  would  have  been  charged.  On  looking  to 
tl  e chronological  table,  the  explanation  of  this  becomes  clear. 
2 id  August,  1865,  marks  nearly  the  commencement  of  that  rise  in 
tl  e rate  of  discount  which  culminated  in  the  crisis  of  1866.  Barely 
si  £ weeks  before,  there  had  been  a reserve  of  45  per  cent.,  with  a 
n te  of  3 per  cent.,  and  during  the  whole  of  the  twelve  months 
p 'eceding  and  folloAving  the  bank  rate  had  been  subject  to  very 
ei  traordinary  fiuctuations.  It  is  perfectly  truis  that  the  bank  rate 
. hi  ,s  in  many  cases  fluctuated  considerably,  while  the  average  of  the 
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proportions  of  the  reserve  of  notes  has  remained  almost  the  same. 
Thus,  by  looking  down  the  general  averages  of  the  proportion  of  the 
reserve  to  deposits,  on  the  nearest  dates  corresponding  with  each 
change,  it  wll  be  seen  that  three  different  rates,  6,  5I,  and  5 per 
cent,  have  all  been  charged  with  an  average  proportion  of  reserve, 
of  about  35  per  cent.;  and,  what  might  have  been  as  little  expected, 
the  fluctuations  of  the  reserve  have  been  greater  while  5 per  cent, 
has  been  charged  (from  50  to  20  per  cent.)  than  while  6 per  cent, 
has  been  charged  (in  this  case  from  48  to  21  per  cent.).  Still, 
though  individual  cases  may  be  found  which  differ  from  the  average, 
yet  the  main  principle,  that  a low  bank  reserve  is  accompanied  by 
a high  rate  of  interest,  generally  appears  throughout,  and  we  may 
become  aware  how  important  a thing  the  amount  kept  in  reserve 
by  the  Bank  of  England  is,  and  how  great  an  effect  the  decline, 
observable  of  late  years,  in  the  proportion  of  that  reserve  to  the 
banking  liabilities  may  produce.  This  diminution  at  first  .sight 
appears  but  small.  On  referring,  however,  to  the  general  averages 
on  p.  38,  it  becomes  clear  how  great  a variation  in  the  rate  of 
interest  may  result  from  a small  diminution  in  the  proportion  of 
the  reserve  to  the  liabilities.  And  when  we  compare  the  proportion 
between  the  general  averages  of  the  reserve  for  the  groups  of  years 
1846-54  and  1864-72,  and  the  general  averages  of  the  rate  of 
interest  charged  during  those  two  periods,  we  shall  find  a close 
correspondence  between  them.  During  the  years — 

1846-54,  the  average  proportion  of  reserve  to  liabilities  was  5 1 per  cent. 

’64-72  „ ,,  42 


1846-54  the  average  rate  of  interest  was 
’64-72 


£ s.  d. 
3811 

4 3 4 


The  average  reserve  is  one-fifth  less  at  the  later  period,  and  the 
rate  of  interest  charged  corresponds  exactly  with  this  proportion, 
for  it  is  one-fifth  more.  We  cannot  expect  to  find  an  exact  corre- 
spondence on  every  occasion,  especially  in  times  when  the  rate  is 
exceptionally  high  or  exceptionally  low  ; but  this  example  shoAvs 
how  strong  a tendency  the  rate  of  interest  has  to  follow  the  propor- 
tion of  reserve,  and  how  important  in  its  effects  an  apparently 
small  diminution  in  that  reserve  may  be. 

In  order  to  give  a more  distinct  idea  of  the  magnitude  of  the 
sums  concerned,  and  of  their  proportions  to  the  general  business  of 
the  country,  I add  the  amounts  of  the  reserve  of  the  Bank  of  Eng- 
land, of  the  London  banker.s’  balances,  and  of  the  weekly  returns  of 
the  Clearing  House  at  the  nearest  date  to  each  alteration  of  the 
Bank  of  England  rate  during  the  year  1872. 
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I 


I 


1872. 

3rd  April 

10th  „ 

8th  Maj 

29th  „ ^ 

12th  June 

19th  „ 

17tli  July 

18th  September 
25th  ,, 

2nd  October  .. 

6th  November 
27th  „ .. 

11th  December.., 


ink  Kate. 

Bank  of  England 
Reserve. 

London  Bankers’ 
Balances. 

Clearing  Returns. 

£ 

£ 

£ 

32 

ll,33f),000 

6,686,000 

86,699,000 

4 

10,488,000 

8,3Ic;,ooo 

106,548,000 

5 

9,929,000 

7,4'>3,ooo 

101,388,000 

4 

11,472,000 

6,6^;o,oco 

t 85,523,000 

3 2 

12,963,000 

6,079,000 

91,539,000 

0 

13,592,000 

6,i7i;,ooo 

130,995,000  . 

32 

11,498,000 

8,028,000 

135,894,000 

4 

11,351,000 

7,870,000 

118,792,000 

4l 

11,021,000 

7)896,000 

94,004,000 

5 

9,021,000 

7)*98,ooo 

124,085,000 

6 

8,731,000 

8,172,000 

111,615,000 

7 

9,048,000 

b 

0 

0 

107,273,000 

6 

13,063,000 

8,290,000 

86,413,000 

5 

13,833,000 

7,623,000 

91,643,000 

We  see  from  these  figures  how  great  at  any  moment  may  he  the 
' lemands  on  the  reserve  of  the  Bank  of  Eno-land 

O * 


VII. — Conclusion. 

There  are  several  other  points  shown  by  these  returns  which  it 
^ rould  he  interesting  to  investigate,  if  space  pei  mitted.  For  instance, 
ijvill  be  found  that  the  amount  of  the  bankers’  balances  on  the 
second  return  in  each  half  year,  I mean  the  second  return  in  the 
months  of  January  and  July,  is  considerably  above  the  total  average 
c t each  year,  and  ther^  is  a very  marked  augmentation  in  these 
s mounts  during  the  later,  compared  with  the  earlier  years  included 
i 1 the  return.  I can  only  suppose  that  this  periodic  fluctuation  has 
sime  connection  with  the  payments  of  the  dividends  on  consols, 
especially  as  a similar  though  smaller  fluctuation  is  observable  at 
t le^  corresponding  dates  in  April  and  October.  This  increase,  sup- 
p ising  the  cause  assigned  to  it  to  be  the  coiTect  one,  is  probably 
d le  to  larger  amounts  of  stock  held  as  reserve  by  the  banks  of  the 
c luntry  generally,  and  also  to  larger  amounts  of  dividends  received 

0 1 account  of  customers.  We  must  not  forget  that  the  years  from 

1 m to  1872  have  witnessed  a very  large  increase  indeed  in  the 
b isiness  of  banking  in  the  United  Kingdom.  Many  persons  have 
arcoiints  with  a bank^now,  who,  or  their  predecessors  in  similar 
p )sitions  in  life,  would  not  have  had  banking  acicounts  at  the  earlier 
d;  Je.  The  increase  on  the  dates  which  I have  mentioned  probably 
m arks  this  alteration  in  the  habits  of  the  country,  and  is  remarkable 
01  that  account. 

I have  mentioned  this  point,  among  others,  which  a careful 
in  srestigation  of  the  returns  will  enable  the  reader  to  trace.  I am 
w'll  aware  that  many  matters  connected  with  the  conduct  of 
bi  siness,  many  incidents  in  the  transactions  of  the  day  which  have 
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influenced  the  adoption  of  a particular  rate  on  a given  occasion, 
cannot  be  recorded  in  a return,  and  that  we  have  in  such  a shape 
but  tbe  dry  bones,  so  to  speak,  of  events,  all-important  at  the  time 
to  the  well-being  of  the  country.  But  I trust  that  this  analysis, 
which  I have  endeavoured  to  draw  up  in  as  cornjilete  a manner  as 
possible,  will  bo  of  service  in  assisting  us  to  thread  the  history  of 
the  past,  and  may  also  be  of  some  use  in  enabling  us  to  see  what  is 
needed  at  the  present  time. 

The  subject  which  I proposed  to  investigate,  in  preparing  this 
statement,  Avas  the  relation  of  the  banking  reserve  to  the  current 
rate  of  interest  charged.  And  I think  that  a study  of  this  analysis 
brings  us  to  the  conclusion  that  the  rates  qf  discount  charged  by 
the  Bank  of  England,  are  regulated  more  bV  the  proportion  of  the 
reserve  to  liabilities  than  by  any  other  consideration.  That  the 
amount  of  the  bankers’  balances,  and  the  proportion  they  bear  to 
the  reserve,  may  have  a bearing  on  the  rates  charged,  is  very 
probable,  though  their  influence  is  not  very  clearly  marked  in  the 
tables.  Nor  is  the  immediate  influence  of  the  state  of  the  foreign 
exchanges,  quoted  for  the  great  European  centres  of  business — Paris, 
Hamburgh,  and  Amsterdam — very  obvious.  The  foreign  exchanges 
appear  to  follow,  rather  than  to  lead,  the  Bank  of  England  rate  of 
discount.  I can  trace  no  correspondence  between  the  amount  of 
notes  issued,  and  very  little,  if  any,  between  the  amounts  of  bullion 
held,  and  the  rate  of  interest  charged.  Nor  does  any  other  branch 
of  business  conducted  by  the  Bank  appeal;,  to  affect  it  in  any  way. 
The  proportion  of  the  reserve  to  the  liabilities  is  the  cardinal  point 
on  which  the  rate  of  interest  charged  by  the  Bank  turns. 

We  may  observe  in  this  fact  a remarkable  and  exact  instance 
of  the  operation  of  one  of  the  principal  laws  of  economic  science — 
the  law  of  demand  and  supply.  The  rate  of  interest  generally,  as 
Mr.  Ricardo  has  stated  in  his  “ Principles  of  Political  Economy,” 
“ is  regulated  by  the  rate  of  profits  Avhich  can  be  made  by  the 
“ employment  of  capital.”* 

Mr.  Ricardo  adds,  Avhat  is  equally  obvious  : “ The  rate  of  interest, 
“ thoiigh  ultimately  and  permanently  governed  by  the  rate  of  profit, 
“ is,  however,  subject  to  temporary  variations  from  other  causes. ”f 
A diminished  or  increased  demand  is  chief  ^mong  these,  and  the 
extent  of  these  temporary  variations  is  best  exhibited  in  the  position 
of  the  Bank  of  England  reserve,  from  the  fact  that  the  Bank  of 
England  also  holds  the  reserve  of  the  other  banks  in  the  country. 
Within  the  period  over  Avhich  the  investigation  extends,  the  amount 
of  money  in  the  country  generally  has  enormously  increased.  The 
gold  in  circulation  is  nearly  three  times  the  amount  it  was  some 


* P.  220,  edition  1852. 
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tl  irty  years  ago.  Yet,  while  the  amount  of  deposits  held  by  the 
bi.nks  of  the  eountry^ — that  is  to  say,  of  loanable  capital — has  also 
b(  en  greatly  increased,  we  have  more  frequent  and  rapid  variations 
ir  the  bank  rate  of  interest,  and,  on  the  average,  a higher  rate. 

The  explanation  of  this  is,  that  the  total  amount  held  in  reserve 
h;  ls  not  increased  in  a like  proportion  with  the  demands  which  may 
be  made  on  the  reserve,  while,  from  the  altered  character  of  that 
rt  serve,  there  is  a greater  liability  to  sudden  demands,  owing  to  the 
vast  increase  in  banking  deposits  in  the  United  Kingdom  during 
tl  e last  twenty  years,  an  increase  which  I endeavoured  to  estimate 
ir  my  Paper  on  Banking,  read  befoi-e  the  Slatistical  Society  in 
iMarch,  1873,  and  since  republished  as  “ Notes  on  Banking.” 


Mr.  Xewraarch  estimated  these  deposits  in  1851  at 260  millions. 

To  which  may  be  added  for  foreign  and  colonial  banks 25  „ 


= 85  „ 

I estimate  the  corresponding  amount  in  1872  at 616  millions. 

Add  for  foreign  and  colonial  hanks  having  offices  in  London....  152  „ 

768  „ 

This  very  great  increase  in  the  amounts  held  on  deposit  during 
tl  e last  twenty  years,  may  at  any  moment  give  occasion  for  a very 
C(  nsiderable  demand  on  the  banking  reserve. 

It  is  not,  in  any  tim§  of  pressure,  the  amount  of  capital  in  the 
cc  untry  which  is  taken  into  account,  or  which  governs  the  imme- 
diite  price  of  money.  It  is  not  the  amount  in  circulation.  It  is  the 
at  tual  amount  in  hand  at  the  time  which  decides  the  stability  of  the 
m^uey  market.  Many  exceptional  causes,  it  will  be  said,  have  led 
tc  the  recent  great  fluctuations  in  the  money  market,  to  the  vast 
m mber  of  changes  in  the  rate  of  interest,  more  this  year  than  ever 
ki  own  before.  But  wuth  the  immensely  extended  commerce  now 
carried  on  by  this  country,  such  causes,  or  similar  causes,  will  be 
certain  continually  to  manifest  themselves,  and  the  only  safe  course 
is  to  be  prepared  to  meet  them.  In  banking,  the  only  secure  posi- 
tion is  that  of  strength,  and  that  strength  consists  in  the  main- 
te  lance  of  an  adequate  reserve. 


i Htai!  bijore  Sevtion  F,  British  Aftsockition^  ot  BraOford.,  2tnd  Septainber.,  1873,  and  HeiJiinttd 
from  the  Journal  of  the  statistical  Society^  December^  1873.] 


HAKRISON  and  SONS,  PRINTERS  IN  OIlDINART  TO  HER  MAJESTY,  RT.  MARTIN’S  LANE. 
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